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ABSTRACT 



This report describes financial and staffing trends in 
Minnesota's public-school districts. The report arose from legislators' 
concerns about budget problems that caused many school officials to eliminate 
academic programs and trim other expenses. The following questions are 
addressed in the evaluation: How has public school enrollment changed over 
the last decade? How have district fund balances varied over the last decade? 
How have staffing levels and salaries changed over time? How have past trends 
varied depending on the size, location, r and other characteristics of school 
districts? and Why are some districts experiencing financial problems? The 
findings of the study reveal that the financial condition of school districts 
improved during the 1990s. Spending on special education increased as did 
inf lat ion- adjusted general fund revenues per student. Although over one -third 
of the districts made budget cuts in 2000, the statewide teacher- student 
ratio was expected to hold at or near the high reached in the prior year. 
Although spending increases resulted from class- size reduction efforts, 
declining enrollment, low staff turnover, growing transportation costs, and 
inadequate management practices, no single factor explained why some 
districts experienced declining fund balances or had to cut spending. Two 
appendices list the districts surveyed and those districts in statutory 
operating debt. (RJM) 
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Office of the Legislative Auditor 



STATE OF MINNESOTA • James Nobles, Legislative Auditor 



February 2, 2000 



Members 

Legislative Audit Commission 

Last year, many school district officials informed legislators about budget problems their 
districts were experiencing. In allocating funds for the next two years, the 1999 
Legislature gave K-12 education high priority. However, some legislators wondered how 
significant and widespread school district financial problems were and raised concerns 
about how previous funding increases had been used by school districts. As a result, in 
late April, the Legislative Audit Commission directed us to study financial and staffing 
trends in Minnesota’s school districts. 

We found that, although fund balances declined in most school districts last year, the 
overall financial condition of most districts improved during the 1990s. There was 
modest revenue growth, which was used to increase district fund balances and to provide 
additional funding for regular instruction, special education, and instructional support. In 
the last three years, school districts generally used the growth in spending to reduce the 
number of students per teacher. Salaries did not contribute to the statewide growth in 
spending, although they may have been a factor for some districts. 

While most school districts enjoyed improving financial conditions during the 1990s, 
some districts did not. There is no single factor that explains why some districts 
experienced budgetary problems. But some of the problems may be due to declining 
enrollment, which is affecting an increasing number of school districts. 

This report was researched and written by John Yunker (project manager), David Chein, 
and Judy Randall, with research assistance from Beth Haney. We received full 
cooperation from the Department of Children, Families & Learning and many school 
districts around the state. 
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E-mail: auditor@state.mn.us • TDD Relay: 651/297-5353 • Website: www.auditor.leg.state.mn.us 
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James Nobles 
Legislative Auditor 



Roger Brooks 

Deputy Legislative Auditor 
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Evaluation Report Summary: PE00-04 

Office of the Legislative Auditor 

State of Minnesota 



School District Finances 

February 2, 2000 



Major Findings: 



• The financial condition of school 
districts has generally improved 
during the 1990s. (p. 43 and p. 75 in 
the full report)* 



There is not 
a statewide 
financial crisis in 
K-12 education, 
but some school 
districts are 
experiencing 
financial 
difficulties. 



• Although over one-third of the 
districts report making budget cuts 
this year (p. 69), the statewide 
teacher-student ratio is expected to 
hold at or near the high reached last 
school year. (p. 71) 

• More districts added academic 
courses or programs this school year 
than eliminated them. (p. 70) 

• Inflation-adjusted general fund 
revenues per student increased 
modestly during the 1 990s, with most 
of the growth occurring after 1993. 
(pp. 25-26) 

• Districts used the growth in revenues 
to increase fund balances and to 
provide more funding for instruction 
and related activities, (p. 3 1 and 

p. 33) 

• Part of the growth in spending 
resulted in increased teacher-student 
ratios in kindergarten and other 
elementary grades, particularly in the 
last few years. It is unclear how 
staffing ratios in secondary schools 
have changed, (p. 50) 



*Forthe full evaluation report, School 
District Finances (#PE00-04) which 
includes the agency’s response, call 
651/296-4708 or download from: 

www.auditor.leg.state.mn.us/ 

ped/2000/PE0004.htm. 



• Spending on special education also 
increased during the 1 990s due to a 
substantial increase in the number of 
students with emotional or behavioral 
problems, rising transportation 
expenses, and growth in programs for 
preschool children, (p. 31) 

• Average salary growth has not been a 
major cause of statewide spending 
growth. Even though many 
individual teachers have received 
salary increases in excess of inflation, 
the statewide average teacher salary 
has decreased slightly in 
inflation-adjusted dollars. 
Retirements, the hiring of additional 
teachers, and a slight 
inflation-adjusted decline in salary 
schedules have kept statewide 
average salaries from growing. 

(PP- 52-57) 

• While no single factor explains why 
some districts have experienced 
declining fund balances or had to cut 
spending, the factors may include 
declining enrollment, low staff 
turnover, growing special education 
or transportation costs, inadequate 
management practices or fund 
balance policies, and the less 
favorable impact of state funding 
formulas on some districts. 

(pp. 78-80) 
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Although fund 
balances declined 
in 1999, they 
have generally 
grown during the 
1990s. 



Report Summary: 

S chool districts are generally in better 
financial shape than they were ten 
years ago. Inflation-adjusted spending 
per student increased modestly during 
the 1990s. In addition, fund balances 
and teacher-student 
ratios rose statewide. 

Despite this general 
improvement, some 
districts experienced 
financial problems due 
to a variety of factors. 

Declining enrollment 
seems to be affecting 
more districts in the 
last two years and 
causing some of the 
financial stress. 

School District 
Finances Improved 
During the 1990s 

School districts generally experienced 
improving financial conditions between 
1989 and 1998. Inflation-adjusted general 
fund revenues per student increased 
modestly. The growth in revenues was 
used to significantly increase fund 
balances and to provide some growth in 
spending. The number of teachers and 
other licensed staff per 1,000 students also 
rose to levels not seen for at least 20 
years. 

Most of the improvement in school district 
finances has occurred since 1993. For the 
first few years of the 1990s, fund balances 
declined and the number of districts in 
statutory operating debt increased. 
Inflation-adjusted spending per student 
also dropped slightly. Since 1993, there 
has been a reversal of the trends 
experienced during the early 1990s. 
Financial conditions in 1998 were much 
better than at the start of the decade. 

Some worsening of financial conditions 
occurred during 1999 and may be 
occurring this school year as well. Fund 
balances decreased during 1999, and 
school districts project a further decline 



this year. In addition, the number of 
districts in statutory operating debt 
increased. Despite this worsening of 
financial conditions, districts are generally 
in better shape than they were ten years 
ago. 



Over one-third of school districts reported 
that they made budget cuts this year. 
However, spending per student does not 
appear to have decreased. Preliminary 
estimates indicate that the number of 
teachers and other staff per student wall be 
near the highs reached in 1 999. In 
addition, during the current school year, 
more districts added academic courses or 
programs than eliminated them. 

Districts Have Placed Additional 
Resources into Instruction 

Most of the growth in school district 
general fund spending during the 1990s 
has gone into increasing instructional staff 
and other instructional resources. In 
recent years, districts have responded to 
legislative funding initiatives to reduce 
class sizes in kindergarten and certain 
other elementary grades. As a result, there 
are fewer students per teacher in 
elementary schools. It is unclear how the 
number of students per teacher have 
changed in secondary schools. 

Special education spending has also 
grown during the 1 990s. A substantial 



Total General Fund Balance (In 1998 Dollars) per Student, 1989 • 2000 




1989 1991 1993 1995 1997 1999 
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schedules tended to increase a little slower 
than inflation. 

While salary growth has not been a source 
of statewide spending growth, it has been 
more of a factor for some districts. 
Four-fifths of districts that consolidated 
between 1989 and 1999 experienced an 
increase in average inflation-adjusted 
salaries for licensed staff. A majority of 
other districts outside the Twin Cities 
metropolitan area also experienced growth 
in average salaries. 

Some Districts Have Experienced 
Financial Problems 



Spending growth 
has been used 
to increase 
instructional 
resources. 




increase prior to 1996 in students 
identified as having emotional or 
behavioral disorders is the most 
significant factor behind the growth in 
special education spending. Other factors 
include rising transportation expenses, 
growth in programs for preschool 
children, increased spending on support 
services such as those provided by social 
workers and psychologists, and substantial 
growth in the numbers of autistic children 
and children with various health 
impairments. 

Spending on instructional support 
activities has also risen over the last ten 
years. Instructional support includes 
expenditures on curriculum development, 
computer assisted instruction, libraries and 
media centers, and assistant principals. 

Salaries Have Not Been the Source 
of Statewide Spending Growth 

During the 1990s, average salaries of 
teachers and other licensed staff declined 
slightly in inflation-adjusted dollars. The 
decline in average teacher salaries 
occurred even though many individual 
teachers saw their salaries increase faster 
than inflation. The hiring of new teachers 
in response to enrollment growth and to 
reduce class sizes helped to keep the 
average teacher salary from growing faster 
than inflation. In addition, teacher salary 



While most school districts have enjoyed 
improving financial conditions during the 
1990s, some districts have not. About 
one-sixth of the districts experienced a 
decrease in inflation-adjusted expenditures 
per student between 1989 and 1998, and 
about one-third had declining fund 
balances per student. Others have needed 
to make budget cuts in order to maintain 
their fund balances. The number of 
students per teacher rose in about 
one-fourth of all school districts. 

There is no single reason that explains 
why some districts have experienced 
financial and budget difficulties and other 
districts have not. Differences in 
management practices, fund balance 
policies, the growth in costs, and the 
impact of state funding formulas all have 
an effect on the financial health of 
districts. In addition, districts vary in the 
extent to which they can afford to keep 
pace with salary settlements in other 
districts. A district having low staff 
turnover is more likely to experience 
financial problems, particularly if it 
attempts to match salary settlements in 
other districts. 

Declining enrollment may also explain 
some of the problems experienced by 
districts during the 1990s as well as the 
greater number of concerns expressed by 
districts this last legislative session. 

While enrollment has increased during the 
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Declining 
enrollment is 
one of the factors 
contributing 
to financial 
problems in 
some districts. 



1990s, more districts are beginning to see 
their enrollment reach its peak and begin 
to decrease. Preliminary estimates 
suggest that, in the last two years, close to 
two-thirds of all school districts 
experienced a decline in enrollment. 

While enrollment in charter schools, home 
schools, and other alternatives to public 
school enrollment has increased, this 
factor does not appear to be the primary 
reason why enrollment is declining in 
many districts. 

Declining enrollment puts financial and 
budgetary pressure on districts because 
school districts must cut the least senior 
and lowest paid teachers first. As a result, 
districts may have to make larger 
percentage reductions in staff than the 
decline in enrollment and revenues. It can 
also be difficult for districts with declining 
enrollment to make cuts in building and 
transportation expenditures proportionate 
to enrollment decreases. 

Some Important Questions 
Remain 



Although spending has grown modestly 
during the 1990s, it is unclear whether 
current spending is adequate to educate 
today’s students or whether public schools 
are making the most of the revenue 
available to them. Clearly, school districts 
are now facing a student population that is 
more challenging to serve than students 
ten years ago. In addition, expectations 
that citizens and policy makers have for 
the performance of public schools have 
risen. But, whether funding is adequate to 
serve the current student population and 
meet expectations is not an easy question 
to answer. 

It is also difficult to say what level of 
funding schools will need in the future to 
maintain their current staff-student ratios 
and performance levels. Much will 
depend on the salaries necessary to attract 
and retain quality teachers and other staff. 
In addition, future trends in other costs 
and in the size and composition of the 
student population will be important. 



Some important questions cannot be 
answered by an examination of financial 
and staffing trends. 



Summary of Agency Response: 

I n a letter dated January 2 1 , 2000, Commissioner Christine Jax of the Department of Children, 
Families, and Learning wrote: “In our view, the report accurately and fairly portrays the major 
trends in school district finances since 1989.” 

She also said the department was “pleased that many districts reported that they will lower 
elementary class sizes this year. We are concerned, however, that more districts did not report that 
they will lower elementary class sizes, given the major increase in class size reduction recommended 
by the Governor and enacted by the 1999 Legislature.” 

In conclusion, the Commissioner said that while “there is no evidence of a statewide financial crisis 
in K-12 education, we need to fmd ways to measure if Minnesota districts are making the most of 
current revenues, to tie spending to measures of student success and to develop other accountability 
indicators. . . .” 



Introduction 



K-12 education 
is the largest 
budget expense 
for state 
and local 
governments. 



M any observers consider elementary and secondary education to be the most 
important function of state and local governments. It is clearly the largest 
single activity funded by state and local governments, accounting for almost 
one-fourth of their expenditures and over 40 percent of their employees in 
Minnesota. Close to one-third of the state’s budget provides funding for educating 
students in grades K-12. An effective K-12 education system, along with strong 
higher education programs, is also very important to a state’s prosperity. A 
well-educated work force can attract private firms to a state, foster economic 
growth, and help make its citizens less dependent on government social services. 

By virtue of its size and significance, elementary and secondary education 
receives considerable attention from policy makers, researchers, and the general 
public. Over the last two decades, policy makers and others have become 
increasingly concerned about the effectiveness of public schools and the adequacy 
and equity of educational funding. 

This report does not address these broader questions about K-12 education but 
does attempt to shed some light on financial and staffing trends in Minnesota’s 
public school districts. During the 1999 session, legislators heard from many 
school officials that inadequate fupding was causing them to eliminate academic 
programs and trim other expenses. Legislators were concerned about the impact 
of budget problems on educational staffing and programs. However, they also 
raised questions about the extent to which past increases in state funding for 
education have increased salaries rather than classroom resources. As a result, the 
Legislative Audit Commission directed our office to study the financial and 
staffing trends of public school districts. In particular, this report addresses the 
following questions: 

* How has public school enrollment changed over the last decade? 

• Over the last ten years, how have school district revenues and 
expenditures changed relative to enrollment and inflation? 

• How have district fund balances varied over the last decade? 

• How have staffing levels and salaries changed over time? Have the 
additional resources provided to school districts been used to increase 
classroom staffing levels rather than to increase salaries? 

• How have past trends varied depending on the size, location, and other 
characteristics of school districts? 
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• To what extent are school districts currently experiencing budget 
difficulties? Are districts reducing the number of instructional staff 
relative to enrollment? 

• Why are some districts having financial problems? 

To answer these questions, we analyzed data obtained from the Department of 
Children, Families and Learning (CFL). The data were used to examine historical 
trends in school district revenues, spending, staffing, salaries, fund balances, and 
enrollment. We also surveyed all public school superintendents across the state to 
collect information on school district staffing and financial plans for the 
1999-2000 school year. Through the survey, superintendents provided us with 
their perspectives on the financial challenges faced by their districts. We received 
timely responses from 274 school districts (79 percent), which, as a group, have 
about 89 percent of the state’s public school enrollment. The information from 
the survey was supplemented by in-depth interviews with school district officials 
in 1 8 districts around the state. We also used data and information from other 
state and federal agencies, education organizations within Minnesota, and 
education researchers. 

This report focuses entirely on the finances of Minnesota’s 349 public school 
districts. We do not examine the finances of charter schools in this report. In 
addition, the report concentrates primarily on revenues and spending that flow 
through the general funds of public school districts. General funds account for 
more than 90 percent of all operating fund expenditures and 95 percent of state aid 
received by school districts. Although we present historical information on other 
funds, we analyze this information in less detail. 

Chapter 1 of this report presents background information on Minnesota’s public 
school districts including information on their structure, enrollment, and finances. 
The chapter also discusses some of the concerns that school administrators have 
about the funding of public schools. Chapter 2 analyzes trends in revenues, 
spending, and fund balances and highlights those factors that have contributed the 
most to past spending increases. Chapter 3 reviews trends in salaries and staffing 
and examines whether past increases in educational funding have been used to 
increase staffing, particularly in the classroom, or have been used instead to 
increase employee salaries. Chapter 4 analyzes the extent to which school 
districts appear to be experiencing financial difficulties during the current school 
year. In light of the results contained in previous chapters, Chapter 5 discusses 
whether Minnesota school districts are experiencing a financial or resource crisis 
and why some districts have experienced more problems than others. 

Two appendices provide additional in formation. Appendix A indicates which 
school districts were in statutory operating debt in recent years. Appendix B lists 
the school districts that responded to our survey, as well as those that did not 
respond. 



This report 
examines the 
finances of 
Minnesota’s 
public school 
districts. 
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Background 




SUMMARY 

Between 1989 and 1999, the landscape of Minnesota public school 
districts changed considerably: total enrollment increased and 
schools became more racially diverse; special needs populations grew 
faster than total enrollment; and the number of school districts 
declined by 20 percent At the same time, half of Minnesota’s school 
superintendents say that their district has made budget cuts over the 
last four years. District officials attribute their financial difficulties to 
a number of factors, including inadequate revenue growth, 
restrictions on the uses of additional revenue, increasing costs, and 
declining enrollment 



T his report focuses on the finances of Minnesota’s 349 public school districts 
and analyzes changes in the spending, staffing, salaries, and financial 
condition of districts during the 1990s. To better understand the trend data 
presented in subsequent chapters, this chapter provides background information 
on the structure, enrollment, and finances of school districts. We also review the 
concerns that school district officials have about funding for public schools. In 
particular, this chapter addresses the following questions: 

• How has the number of Minnesota school districts changed over the 
last decade? 

* How have total enrollment in public school districts and participation 
in other education alternatives changed over the last ten years? How 
has the composition of enrollment in public schools changed? 

• What are the sources of revenue for school districts and how do 
districts spend their resources? 

• What concerns do school districts have about the funding for K-12 
education? 

This chapter relies on enrollment and financial data provided by the Department 
of Children, Families and Learning (CFL). In addition, we use information from a 
questionnaire we sent to all Minnesota school districts and from in-depth 
interviews we conducted with officials from 18 school districts. 



1 We met with officials from Bemidji, Blue Earth, Burnsville, Chisholm, Duluth, Faribault, Fergus 
Falls, Inver Grove Heights, Lake Benton, Lesueur-Henderson, Minneapolis, Minnetonka, Murray 
County Central, Red Wing, Robbinsdale, Rochester, St. Paul, and White Bear Lake school districts. 
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Public school 
enrollment has 
been growing 
since the 
mid-1980s. 
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PUBLIC SCHOOL DISTRICTS 



When analyzing financial trends in K-12 education, it is important to recognize 
that significant changes in district organization occurred over the last decade. 
During the early 1990s, the Legislature passed several financial incentives to 
encourage public school districts to consolidate. 2 In addition, some districts 
viewed consolidation as a means to improve program offerings and realize 
economies of scale. As a result, the district structure in Minnesota changed as 
smaller public school districts responded to these incentives and consolidated into 
larger districts. 

Minnesota has 20 percent fewer school districts than existed 10 years ago. In 
fiscal year 1989, Minnesota had 435 public school districts. 3 In 1999, there were 
350 public school districts in Minnesota. 4 Figure 1.1 illustrates those districts that 
consolidated between 1989 and 1999. As Figure 1.1 shows, all of the district 
consolidations between 1989 and 1999 took place outside the seven-county Twin 
Cities metropolitan area. 5 Throughout this report, we often compare districts that 
consolidated between 1989 and 1999 with those that did not. 



ENROLLMENT 



No analysis of K-12 trends would be complete without an examination of 
enrollment trends. The last ten years have seen not only significant growth in total 
enrollment but substantial changes in the composition of public school 
enrollment. In addition, there has been increasing participation in educational 
alternatives such as charter schools, home schooling, and post-secondary 
enrollment options programs. 

Public School Enrollment 

Over the last 25 years, public school enrollment has fluctuated by over 200,000 
students. Figure 1.2 illustrates the changes in enrollment since the early 1970s. 

In 1972, when many of the “baby boom” generation were of school age, 
Minnesota’s public school enrollment was over 910,000 students. Between 1972 
and 1985 the state went through a period of declining enrollment so that by 1985 
public school enrollment had declined to nearly 700,000 students, a decrease of 
over 23 percent. Since 1985, public school enrollment has been on the rise. In 
1999, public school enrollment reached over 850,000 students, an increase of 21 
percent from its 1985 level. Because this report focuses on the past ten years, it is 
worthwhile to note that: 



2 Minn. Stat. §123A.485. 

3 Fiscal year 1989 runs from July 1, 1988 through June 30, 1989. Throughout this report, years or 
fiscal years refer to the corresponding school years. For example, “fiscal year 1 989,” “FY 1 989,” 
and “1 989” are used to refer to the 1 988-89 school year. 

4 In 2000, there are 349 public school districts. 

5 Throughout the remainder of this report, ‘Twin Cities area” refers to the seven-county Twin 
Cities metropolitan area. 
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Consolidations 
during the 1990s 
have reduced the 
number of school 
districts by 20 
percent. 




• Between 1989 and 1999, public school enrollment statewide increased 
about 17 percent. 

Specifically, public school enrollment statewide increased from about 727 ,000 
students in 1989 to over 85 1,000 students in 1999. 6 During this period, the 
percentage of students in grades 7 through 1 2 increased from 44 percent of the 
student population to 47 percent, while the percentage of students in kindergarten 
through sixth grade decreased from 55 percent to 52 percent. This change in the 
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Public school enrollment figures cited here 
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composition of enrollment suggests that as older students graduate, total public 
school enrollment will decline. 7 

Although public school enrollment has increased 17 percent statewide, not all 
Minnesota public school districts have experienced this enrollment growth. In 
fact: 



Most school 
districts had 
increasing 
enrollment in 
the 1990s. 



• Between 1989 and 1999, 38 percent of school districts experienced 
declining enrollment. 

Over the past ten years, enrollment declines have been concentrated in districts 
outside the Twin Cities area. Figure 1 .3 illustrates the change in enrollment across 
the state between 1989 and 1999. Most of the districts that experienced declining 
enrollment, and all of the districts that experienced enrollment declines greater 
than 10 percent, are outside the Twin Cities area. Over this period, 43 percent of 
the districts in outstate Minnesota had declining enrollment compared with 8 
percent in the Twin Cities area. 

Small districts outside the Twin Cities region were already experiencing 
enrollment declines early in the decade. An increasing number of districts have 
experienced declines throughout the 1990s. Table 1.1 shows that: 




7 The State Demographic Center expects enrollment to decline by 4 percent between 2001 and 
2009. Martha McMurray, Minnesota School Enrollment Trends, State Demographic Center, work- 
ing paper 99-15, (St. Paul, April 1 999), 3-4. 
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Enrollment 
growth has been 
strong in the 
Twin Cities 
metropolitan 
area. 




* About half of Minnesota school districts experienced declining 
enrollment between 1994 and 1999. 

Most of the districts that had declining enrollment between 1994 and 1999 are 
smaller districts outside the Twin Cities region. In addition, 72 percent of 
consolidated districts experienced declining enrollment during this time period, 
while 46 percent of all other districts experienced similar enrollment changes. 

Enrollment trends are important in understanding school district finances because 
a large part of state education aid is linked to enrollment. When a district has a 
decline in enrollment, it will typically receive less revenue than it received in the 
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Table 1.1 : Enrollment Changes by District Size and 





Location, 1994-99 

i District Size and Location 


N 


Percentage of Districts 
Enrollment Enrollment 

Decline Growth 




Minneapolis and St. Paul 


2 


0% 


100% 


A growing 
number of 


Twin Cities Area, 5,000 or More Students 


23 


4 


96 


Twin Cities Area, Less Than 5,000 Students 


23 


9 


91 


Outstate Minnesota, 2,000 or More Students 


48 


46 


54 


districts are 


Outstate Minnesota, 1,000 to 1,999 Students 


89 


46 


54 


• • 

Avt\An i am Ain n 


Outstate Minnesota, 500 to 999 Students 


79 


58 


42 


experiencing 


Outstate Minnesota, Less Than 500 Students 


84 


71 


22 


declining 


All Districts 


348 


51% 


49% 


enrollment. 


Consolidated Districts 


64 


72% 


28% 




Other Districts 


284 


46% 


54% 




SOURCE: Office of the Legislative Auditor’s analysis of Children, 


Families & Learning data. 



prior year. As a result, declining enrollment may cause districts to make budget 
adjustments. 

Enrollment Options 

Since the mid-1980s, the Minnesota Legislature has adopted a number of school 
reform initiatives to provide students with alternatives to traditional public 
schools. These educational alternatives include open enrollment, area learning 
centers, charter schools, home schooling, and post-secondary enrollment options. 
Each of these alternatives provides students with a different educational 
opportunity. Open enrollment allows K-12 students to enroll in public schools 
located outside their resident district. Area learning centers provide 
individualized learning programs specifically for “at-risk” students and are 
operated by public school districts. Charter schools are locally designed and 
operated schools that are sponsored by either a school district or CFL. 8 Home 
schools are operated by parents and guardians. Finally, the post-secondary 
enrollment options program allows public school students in grades 1 1 and 12 to 
enroll in post-secondary courses. 

While public school enrollment has increased over the last ten years, participation 
in educational alternatives has also grown. Table 1 .2 illustrates how enrollment in 
these alternatives changed between 1989 and 1999. The data show that more 
students are using educational alternatives since 1989. It appears that the growth 
in these enrollment options has occurred largely at the expense of private schools. 
Between 1989 and 1999, total enrollment increased 18 percent and total public 
school district enrollment increased 1 7 percent, while private school enrollment 
increased only 7 percent. 



8 Charter schools are considered to be public schools but are not operated by any of the 349 public 
school districts. 
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Table 1.2: Educational Alternatives Enrollment, 
1989-99 



Participation 
in enrollment 
options has 
grown during 
the 1990s. 



Enrollment Options 



Area Learning Centers 

Open Enrollment 8 

All Other Public School Enrollment 

Total Public School District Enrollment 

Charter Schools 
Home Schooling 

Post-secondary Enrollment Options 
Private Schools 

Total Enrollment 





Enrollment 




Percentage 

Change 


1989 


1994 


1999 


1 989-99 


1,407 


10,463 


11,453 


714% 


350 


15,999 


23,951 


6,743 


725.193 


763,230 


316.133 


13 


726,950 


809,692 


851,537 


17 


. 


357 


4,918 


N/A 


2,900 


7,671 


13,638 


370% 


5,901 


6,233 


7,100 


20 


82.165 


81.697 


37,764 


7 


817,916 


905,650 


964,957 


18% 


ttional alternative in 1993. 


Post- secondary enrollment 



options and open enrollment data are based on cumulative headcount figures. All other data are 
based on October 1“ headcounts. 



‘1994 open enrollment data include charter school enrollment that occurred after October 1 , 1993. 
As a result, the 1994 open enrollment data may be somewhat overstated. 

SOURCE: Office of the Legislative Auditor's analysis of Children, Families & Learning data. 



Demographic Changes 

While total student enrollment increased between 1989 and 1999, we found that: 

• Between 1989 and 1999, the number of students with special needs 
grew faster than total enrollment. 

Specifically, between 1989 and 1999, the number of students that primarily speak 
another language increased over 230 percent, the special education population 
increased over 30 percent, and the low-income population (students who qualify 
for a free or reduced-price lunch) increased 54 percent. 9 In addition to the growth 
in these special needs populations, the percentage of minority students increased 
over 100 percent between 1989 and 1999. Table 1.3 illustrates how these various 
populations have grown over the past ten years. 

Although the number of limited English proficiency (LEP) students increased 
dramatically over the past ten years, over 56 percent of school districts had no 
limited English proficiency students in fiscal year 1999. The large increase in the 
LEP population was concentrated in just over 40 percent of Minnesota’s school 
districts. Both Minneapolis and St. Paul, which combined accounted for over 60 
percent of the LEP population in both 1989 and 1999, experienced increases of 
over 230 percent in their LEP populations. The increases for other groups 
identified in Table 1.3 occurred statewide, although the rate of increase in 




9 Special education data include nonpublic school students. The criteria for being counted as a 
free or reduced-price lunch student were expanded in 1998 which may contribute to a small portion 
of this increase. > 

l * 22 
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Table 1.3: Number of Special Population Students, 
1989-99 



The number of 
students with 
special needs 
has grown 
significantly. 





1989 


1999 


Percentage 
Chanae 1989-99 


Limited English Proficiency 


9,415 


31,152 


231% 


Minority 


62,619 


127,292 


103 


Low Income 


144,329 


222,184 


54 


Special Education 


82,647 


108,951 


32 


Total Public School Enrollment 


726,950 


851 ,537 


17% 



NOTE: Students may be counted in more than one category. Special education numbers include 
nonpublic students; LEP, low-income, and minority numbers represent public students only. Special 
education numbers include children from birth to age 21 . 

SOURCE: Office of the Legislative Auditor’s analysis of Children, Families & Learning data. 



low-income students in Minneapolis and St. Paul was more than twice that 
experienced throughout the rest of the state. 

The increase in these special populations has some implications for school district 
finances. The data presented above indicates that schools must serve increasingly 
diverse and complex student populations. While districts receive additional 
revenues based on their special education expenditures and their LEP and 
low-income populations, it is fair to ask whether their overall revenues have 
increased sufficiently to address the needs of a growing and more diverse student 
population. 



FINANCES 



As mentioned in the introduction to this report, K-12 education is the largest and 
perhaps the most significant activity of state and local governments. In 1998, 
public school districts in Mi nn esota spent $6.5 billion or approximately $7,700 
per student. 10 In addition, Minnesota public school districts employed 
approximately 52,300 full-time equivalent teachers and another 7, 1 00 licensed 
professional staff. We estimate that school districts employed 43,000 additional 
non-licensed staff during 1998. 

The following section briefly examines the finances of public school districts in 
Minnesota. Throughout this report, our focus will be on the general fund revenues 
and expenditures of school districts because the general fund is the largest and 
most significant of the accounting funds used by school districts. In 1998, the 
general fund accounted for 92 percent of school district operating expenditures 
and 95 percent of the state aid received by districts." The main activities of K-12 




10 This figure excludes $0.6 billion in building construction expenditures since including both con- 
struction and debt service expenditures would count the same spending twice. 

11 If building construction expenditures are excluded to avoid double counting, then general fund 
spending accounted for 83 percent of all school district spending in 1998. The remaining expendi- 
tures are largely for debt service, food service, and community service programs. 
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education such as instruction, pupil support services, operations and maintenance, 
and administration are funded out of the general fund. 



Revenues for public school districts primarily come from three sources: state, 
local, and federal governments. As Figure 1 .4 shows, state aid provided more 
than half of the general fund revenues for school districts in 1998, while local 
property taxes produced one-third of the revenues. Federal aid and other local 
revenue sources, such as fees, admission charges, tuition, interest earnings, rent, 
and gifts, accounted for the remaining revenue. 



State aid 
provided more 
than half of the 
general fund 
revenues for 
school districts 
in 1998. 



Figure 1.4: Source of General Fund Revenues, 1998 



Federal 

3% 




SOURCE: Office of the Legislative Auditor's analysis of Children. Families & Learning data. 



Most of the state and local tax revenues received by school districts are 
determined through a fairly complex set of funding formulas and provisions. 12 
Revenue from these sources depends significantly on a district’s total enrollment. 
Other important factors include a district’s expenditures on special education, the 
number of students with special needs, the training and experience of the district’s 
teachers, the geographic density of the district, and the age of a school district’s 
buildings. 

A school district can raise additional revenues for operating purposes by receiving 
approval from its voters for an “excess levy” referendum. The amount that can be 



12 For more information on the Minnesota K-12 funding provisions, see Minnesota House Research 
Department, Minnesota School Finance: A Guide for Legislators, December 1 998 (St. Paul, 1 998) 
and Minnesota House of Representatives Fiscal Analysis Department, Financing Education in Min- 
nesota, 1999 -2000 (St. Paul, 1999). 
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levied in this manner, however, is limited under state law. Funding for major 
building construction projects also generally requires voter approval. 

Expenditures 

Instruction and instruction-related activities account for a significant portion of 
school district spending. As Figure 1.5 shows, 70 percent of 1998 general fund 
spending went for instruction, while administration and pupil support activities 
each accounted for 9 percent of expenditures. 13 Spending on facility-related items 
such as operations and maintenance, equipment, and repairs represented 12 
percent of total spending. 



Seventy percent 
of general fund 
expenditures 
went for 
instruction 
in 1998. 



Figure 1.5: General Fund Expenditures by Program, 



Administration 

9% 




SOURCE: Office of the Legislative Auditor's analysis of Children, Families & Learning data. 



About two-thirds of the instructional spending, or close to half of all general fund 
spending, goes for regular instruction. This category includes classroom 
instruction as well as spending for students with limited English proficiency, 
students needing help with basic skills, and gifted and talented students. 14 As 
Figure 1.6 shows, 21 percent of instructional spending in 1998 was for special 
education programs. These programs serve students who are mentally retarded; 
are emotionally or psychologically disabled; have special learning or behavior 
problems; or have physical, hearing, speech, or visual impairments. The 




13 Pupil support services include transportation, psychological and social work services, health ser- 
vices, and counseling and guidance services. 

14 Athletics and both co-curricular and extra-curricular activities are also included in the regular in- 
struction category. In 1998, these activities accounted for 2 to 3 percent of general fund spending. 
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Regular 

instruction 

accounted for 

two-thirds 

of 1998 

instructional 

expenditures. 



Figure 1 .6: General Fund Instructional Expenditures 
by Type, 1998 



Support 

8% 




SOURCE: Office of the Legislative Auditor's analysis of Children, Families & Learning data. 



remaining instructional spending went for instructional support services and 
vocational education. 15 

In discussing school district finances, it is important to recognize that K-12 
education is a very labor-intensive enterprise. As Figure 1.7 indicates, 
three-fourths of general fund spending in 1998 was used to pay for the salaries 
and benefits of school district personnel. In addition, 14 percent of spending was 
for purchased services. A portion of that spending is personnel-related since it 
sometimes is used to purchase educational services from other institutions such as 
special education cooperatives, intermediate school districts, and various public 
and private agencies. 16 Capital outlay spending for ongoing repairs and 
maintenance projects, buses, and computers and other equipment accounted for 6 
percent of general fund spending. Supplies and materials, including textbooks 
and other instructional materials, constituted about 5 percent of general fund 
spending in 1998. 



15 Instructional supportincludes expenditures for assistant principals, curriculum development, li- 
braries and media centers, staff development, computer assisted instruction, and audio visual sup- 



port. 



16 Purchased services also include consulting services, insurance, data processing services, commu- 
nication and utility services, repair and maintenance services, contracts with transportation provid- 
ers, leases and rentals, and travel expenses. 
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Three-fourths 
of general fund 
expenditures are 
for personnel 
costs. 



Figure 1.7: General Fund Expenditures by Object of 
Expenditure, 1998 




SOURCE: Office of the Legislative Auditor's analysis of Children, Families & Learning data. 



SCHOOL DISTRICT CONCERNS 

Over the past few years, many school districts indicated that they experienced 
financial difficulties. Between 1997 and 2000, about half of Minnesota school 
districts made budget cuts. In addition, some districts made budget cuts earlier in 
the 1990s, and others said that they might make budget cuts in the near future if 
their financial situation does not improve. 

In our survey and interviews, school district officials attributed the financial 
difficulties to a variety of factors. Some of the more significant factors are listed 
in Table 1 .4. Inadequate revenues, growing employee salary and benefit costs, 
increasing special education costs, and declining enrollment were the factors most 
often cited as contributing to districts’ financial pressures. 

Revenues 

School district officials had several concerns. regarding education revenues. Many 
superintendents indicated on the survey and in interviews that general education 
revenues were inadequate to meet their needs and had not kept up with inflation. 
Some superintendents commented that increases in the general education formula 
allowance were offset by decreases in other funding, such as the phasing out of 
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Table 1.4: Factors Contributing to School Districts’ 
Financial Pressure, 2000 



School district 
officials attribute 
their financial 
difficulties to a 
variety of 
factors. 



Revenues 

Inadequate Revenue Growth 
Growth in Restrictions on Revenue Use 
Unsuccessful Referendum Renewal 

Expenditures 

Increase in Employee Salaries and Benefits 
Growth in Special Education Costs 
Increase in Transportation Costs 

Enrollment 
Declining Enrollment 
Loss of Enrollment to Other Schools 
Inaccurate Enrollment Projections 

Other 

Complexity of Funding Formula 
Timing of Funding Decisions 



SOURCE: Office of the Legislative Auditor's survey of school districts, 1999. 



teacher tr ainin g and experience revenue. 17 One district we visited attributed losses 
of over $4 million per year to the phase-out of this revenue. 

Superintendents also expressed concern regarding the growth in restrictions on the 
use of general fund revenues. Many officials felt that most of the growth in 
general fund revenues has been for mandated activities like special education, or 
has been targeted for specific purposes such as class size reduction, basic skills 
improvement, or technology. As a result, they believe that other general fund 
programs and activities have faced budget reductions. For example, one district 
noted that it was required to use funds for elementary class size reduction even 
though it had a $1 million budget shortfall that would necessitate cuts in other 
programs. 

School district officials also indicated that the funding provided for operating 
capital expenditures, such as technology, equipment, building maintenance, and 
textbooks, is not adequate given the rapidly rising costs in these areas. Several 
commented that they have to either defer maintenance on buildings and 
equipment; defer purchases of technology, textbooks, and buses; or use other 
general fund money for capital needs. When districts are forced to make cuts, 
many look first to non-instructional areas such as building maintenance before 
they consider cuts in instructional programming. The danger is that cutting 




17 This component of the school funding formula provides additional revenue for school districts 
with teachers whose years of experience and post-graduate education exceed statewide averages. 

The 1 996 Legislature required that, for future years, the training and experience of all existing teach- 
ers be calculated at their 1997 level and that teachers hired after 1997 be permanently counted as 
having minimum training and experience. As a result, training and experience revenue cannot in- 
crease and, in fact, it decreases as teachers retire. 
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preventive maintenance will result in more costly repairs or construction in the 
future. 18 

Expenditures 

In our survey and interviews, school district officials identified several types of 
expenditures that contribute to the financial pressures their school districts face. 
Employee salaries and benefits, special education costs, and transportation costs 
were among those most frequently mentioned. 

Several school district officials 
commented on the difficulty they had in 
attracting well-qualified teachers and 
filling some vacancies for the 2000 
school year. 19 This teacher shortage has 
put pressure on salary settlements. 
Districts feel the need to pay 
competitive salaries in order to attract 
quality teachers and retain those they 
already employ. Some districts have 
even started using signing bonuses and 
other salary incentives to attract 
teachers. However, school district 
officials also feel that teacher salary 
increases often squeeze their budgets 
and force them to make cuts in other 
areas. Several district officials told us 
they had no leverage when bargaining 
with the teachers’ union because their 
community would not tolerate a strike. 



School district officials also viewed 
employee benefits, particularly health 
insurance, as a contributor to their school district’s financial pressures. 
Superintendents from the school districts we visited reported that, on average, 
their insurance rates increased by 14 percent for fiscal year 2000. A few outstate 
Minnesota districts indicated that they have limited ability to negotiate for lower 
rates since only one company bids for their insurance contract. 





18 The Office of the Legislative Auditor will be issuing a separate report on best practices for meet- 
ing maintenance needs of local government buildings, including school buildings. 

19 Recent studies by University of Minnesota researchers identified teacher shortages in specific 
subject areas for 2000. A report by the Center for School Change found that although there is not a 
broad based teacher shortage, shortages are expected in special education, math, and industrial edu- 
cation. A study by researchers from the College of Education and Human Development found that 
all types of school districts - urban, suburban, and rural - are facing teacher shortages in math, sci- 
ence, technology, special education, and English as a second language. See Joe Nathan, Debra 
Hare, and Stella Cheung, Asking the Right Questions: Minnesota Teacher Supply and Demand 
(Center for School Change, Hubert H. Humphrey Institute of Public Affairs, University of Minne- 
sota, Minneapolis, March 1 999) and Steven R. Yussen, Jane Grey Browning, and Jeanette Colby, 
Teachers for Our Schools (College of Education and Human Development, University of Minne- 
sota, Minneapolis, Fall 1 999). 
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In addition, some district officials told us that they expect the cost of severance 
pay packages to grow significantly as large numbers of teachers retire over the 
next few years. This growth may cause some districts to cut other expenditures ^ 
order to finance the negotiated severance pay provisions. 

Many district officials noted that special education costs are growing rapidly. 

They feel that the state’s special education funding is inadequate and that districts 
must use general purpose funds to pay for some of the costs of special education. 
This “cross-subsidization” of special education takes resources away from general 
education programs and services. 20 In addition, some superintendents believe that 
the two-year lag in special education funding puts a strain on their budgets. 21 As 
special education costs continue to increase, they feel that payments based on 
expenses from two years ago are not adequate to fund current special education 
needs. 




Some districts indicated that rising 
transportation costs are a source of financial 
stress. 



Finally, several superintendents said 
that transportation costs also contribute 
to the financial pressure their districts 
face. District officials indicated that a 
shortage of bus drivers has caused costs 
to increase. Others commented that 
because transportation costs have risen 
faster than general fund revenues, they 
have had to use revenues that should be 
used for education programs to fund 
transportation. 

Declining Enrollment 

We reported earlier that although 
statewide enrollment increased by 17 
percent between 1989 and 1999, 
enrollment decreased in 50 percent of 
the state’s school districts between 
1994 and 1999. As we discuss in 
Chapter 4, over 60 percent of districts 
expect enrollment to decline between 
1998 and 2000. 



20 A recent study by the Department of Children, Families and Learning found that some general 
education revenue is used to pay for special education programs. Depending on how one defines 
cross-subsidization, the statewide amount of cross-subsidization in 1998 ranged between $230 and 
$330 million. When averaged across all students enrolled in Minnesota public schools, the amount 
of cross- subsidization was between $270 and $390 per student. See Special Education Cross-Sub- 
sidies Report , FY 1998 (Department of Children, Families and Learning, Office of Program Finance, 
Roseville, September 1999). 

2 1 Most of the revenue that a school district receives for special education is based on a percentage 
of the special education costs incurred two years prior to the year the funds are received. The 
amount of revenue is adjusted for overall enrollment growth over the two-year period. In addition, 
some districts receive excess cost aid from the state to cover a portion of their unreimbursed current 
year costs. This aid is targeted to districts with high unreimbursed costs relative to their general ed- 
ucation revenues. 

ERJC 
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Many district officials indicated that declining enrollment is a major contributor to 
their financial difficulties. Under the state’s education funding formula, as a 
school district’s enrollment declines, so does its revenue. However, districts are 
not always able to cut their expenditures or staff commensurate with the revenue 
loss. For example, if kindergarten enrollment declined by 20 students, the school 
could eliminate a kindergarten teaching position. However, if grades kindergarten 
through six each declined by three students, it would be difficult for the district to 
cut a teacher. When districts do make staffing cuts, they must lay off the least 
senior teachers first. These teachers are usually the lowest paid, thus m aking it 
more difficult for districts to reduce expenditures. 

A few district officials also indicated that inaccurate enrollment projections had 
contributed to their financial difficulties. Because education funding is largely 
tied to enrollment, overestimating enrollment figures means overestimating 
revenues. However, school districts set budgets and hire staff before the school 
year begins and must rely on enrollment and revenue projections to make 
decisions. If district officials estimate these figures incorrectly, the district could 
experience some financial difficulties. 

Other Factors 

School district officials also had concerns about the complexity of the school 
funding formula. They felt that the intricacies of the formula, and the fact that it 
changed so frequently, made it hard to predict revenues. Similarly, district 
officials had concerns about the timing of legislative school funding decisions. 
Superintendents felt that, in general, funding decisions are made too close to the 
beginning of the school year. This makes it difficult for districts to plan budgets, 
hire staff, and adequately prepare for the upcoming year. 

Some district officials also considered increased participation in educational 
alternatives, such as charter schools, home schools, open enrollment, and 
post-secondary enrollment options, a source of their financial problems. These 
districts viewed the increase in education alternatives as a contributor to their flat 
or declining enrollment. However, most district officials indicated that although 
the number of students participating in these alternatives has increased, it does not 
significantly affect their enrollment. Finally, some school districts identified 
problems with renewing a referendum and cited this as a contributing factor to 
their financial difficulties. If a district is surprised by an unsuccessful referendum 
renewal, they are faced with an unexpected revenue shortfall. 



Some district 
officials cite 
declining 
enrollment as a 
contributor to 
their financial 
difficulties. 



SUMMARY 



K-12 education is the largest activity funded by state and local governments. 

State aid comprised over half of the general fund revenues for school districts in 
1998 and local property taxes provided one-third. Instruction and 
instruction-related activities accounted for 70 percent of the general fund spending 
in 1 998, two-thirds of which was spent on regular instruction. 
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Over the last ten years, the number of school districts has declined while total 
public school enrollment has increased. At the same time, the composition of the 
enrollment has changed. Special needs populations have grown faster than overall 
enrollment, and the student body has become more racially diverse. In addition, 
more students are taking advantage of educational alternatives such as charter 
schools, home schools, open enrollment, and post-secondary enrollment options. 

About half of Minnesota’s school superintendents say that their district has made 
budget cuts over the last four years. School superintendents attribute their 
financial difficulties to a number of factors including inadequate revenue growth, 
restrictions on the uses of additional revenue, increasing costs, and declining 
enrollment. They believe that a teacher shortage in some subject areas and the 
current collective bargaining structure are contributing to higher salary costs. In 
addition, growing health insurance costs and an increase in pay for bus drivers 
caused by a labor shortage are also causing their spending to grow. 

In the remainder of this report, we examine the trends in school district revenues, 
expenditures, fund balances, staffing, and salaries during the 1990s. We also use 
data from our survey of school district superintendents to examine the extent to 
which school districts are experiencing financial and budget difficulties during the 
current school year. 
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Financial Trends 



SUMMARY 

Financial conditions for Minnesota school districts have generally 
improved during the 1990s although most of the improvement has 
occurred since 1993. From 1989 to 1993, inflation-adjusted general 
fund spending per student was relatively constant, while 
inflation-adjusted fund balances per student declined somewhat 
From 1993 to 1998, general fund spending per student increased 
modestly (9 percent), and fund balances rose to a level significantly 
higher than that reached in 1989. 



K ey to understanding the financial challenges faced by public schools in 
Minnesota is an understanding of recent financial trends. This chapter 
examines trends in public school district revenues, expenditures, and fund 
balances over the last ten years. In particular, we address the following questions: 



• How have revenues for public school districts changed over the last 
decade? Has the state placed more restrictions on the use of 
educational revenues? Are school districts relying increasingly on 
local referendums to provide revenue? 

• How much have K-12 expenditures changed over the past ten years 
when adjusted for inflation and enrollment increases? What factors 
have accounted for the change in spending? 

• How have school district fund balances and other indicators of 
financial health changed over the last ten years? 

• How have financial trends for different types of school districts varied 
from the statewide trends? 

In this chapter, we focus entirely on the finances of Minnesota’s public school 
districts. Most of the data used in this chapter were obtained from the Department 
of Children, Families and Learning (CFL). 



BACKGROUND 



Revenues and expenditures of school districts are recorded in eight different 
funds. They include the general fund, food service fund, community service fund, 
building construction fund, debt service fund, trust fund, agency fund, and internal 
service fund. The first three are considered operating funds because they provide 
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the revenues for the ongoing activities of school districts. The others are 
considered nonoperating funds because they deal with large capital expenditures, 
record transactions relating to certain assets held in trust by a school district, or 
account for internal cost reimbursement. 

The primary focus of this report and most of this chapter is on the revenues and 
expenditures that flow through school districts’ general funds. 1 The general fund 
accounts for most of the operating expenditures of school districts and most of the 
state aid received by districts. In addition, the general fund provides the resources 
for the main activities of K-12 education and is the greatest source of concern to 
school district administrators. 

Other operating funds include the food service fund and the community service 
fund. The food service fund records the financial activities related to the 
preparation and service of milk, meals, and snacks. The community service fund 
finances enrichment programs for community members of all ages but can be used 
for K-12 summer school activities that are not for credit. These funds each 
account for less than 4 percent of school district operating expenditures. 

The largest nonoperating funds are the building construction fund and the debt 
service fund. The building construction fund records all aspects of a school 
district’s building construction program that are financed by bonds or capital 
loans. The debt service fund records revenues and expenditures related to a 
school district’s bonded indebtedness. For example, principal and interest paid to 
bondholders are expenditures from this fund. 

Other nonoperating funds include the trust fund, agency fund, and internal service 
fund. The trust fund records revenues and expenditures for trust agreements. 
These include scholarships or other gifts for which a school board serves as the 
trustee. The agency fund accounts for assets a school district holds for another 
party, such as the deferred compensation accounts of employees. The internal 
service fund accounts for the financing of goods or services provided by one 
department of a school district to another or to other governmental units on a 
cost-reimbursement basis. 

Spending from nonoperating funds is typically much lower than spending from 
operating funds. In 1998, operating fund spending per student in average daily 
membership (ADM) was $6,975. Expenditures from the building construction 
fund and the debt service fund were $762 and $666 per ADM respectively. 
Spending per student from the trust fund was $21 . In addition, it should be 
pointed out that spending from the building construction and debt service funds 
should not be added together. To a large extent, expenditures from these two 
funds represent a double counting of the same spending. While the building 
construction fund counts spending on a new or remodeled building when it occurs. 



1 Throughout this report, we have included the former pupil transportation and capital expenditure 
funds in the general fund for purposes of analyzing trends. These two funds were folded into the 
general fund in 1997. 
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the debt service fund counts the principal and interest payments made on the 
bonds used to pay for that construction activity. 2 



REVENUES 



State aid provides a significant share of the general fund revenue received by 
school districts. As noted in Chapter 1, state aid provided 57 percent of general 
fund revenues in 1998. Local property taxes, which are for the most part 
regulated by state law, provided 33 percent of general fund revenues. The 
remaining revenues came from the federal government (3 percent) and various 
local sources such as fees, admission charges, rent, interest earnings, and gifts (7 
percent). 

Most of the aid to school district general funds is provided through the general 
education revenue program. The amount of general education revenue received 
by a school district depends on a number of factors including enrollment, the 
number of students with special needs (including those eligible for free or 
reduced-price lunches and those with limited English proficiency), the training 
and experience of the district’s teachers, the geographic density of the district, the 
age of a school district’s buildings, and certain transitional or “grandfather” 
factors. In addition to general education revenue, districts receive categorical state 
aid to be used for specific purposes. The most significant categorical aid provides 
funding for special education programs. 3 

Basic education revenue provides most of the general education revenue received 
by school district general funds. Basic revenue consists of a “formula allowance” 
set by the Legislature ($3,740 in fiscal year 2000) multiplied by the actual number 
of “pupil units” during the year. Pupil units (also referred to as weighted average 
daily membership) are derived by weighting the “average daily membership” of a 
district. 4 Students are weighted based on their grade level. For 2000, students are 
weighted as follows: kindergarten students are each counted as 0.557 pupil units, 
students in grades 1 through 3 are counted as 1.1 15 pupil units, students in grades 
4 through 6 are counted as 1.06 pupil units, and students in grades 7 through 12 
are each counted as 1 .3 pupil units. 5 



2 Certain expenditures in the debt service fund can even duplicate one another. The repayment of 
bonds issued to finance a construction project would show up as an expenditure in the debt service 
fund. If these bonds are later refinanced, the repayment of the refinancing bonds would also be 
counted as an expenditure of the fund. Thus, the part of the principal remaining at the time of refi- 
nancing would eventually be counted twice as an expenditure of the fund. 

3 For more information, see Minnesota House Research Department, Minnesota School Finance, 
1998 and Minnesota House of Representatives Fiscal Analysis Department, Financing Education in 
Minnesota, 1999. 

4 Average daily membership is equal to the sum of all pupils, for all school days in the district s 
school year each pupil is enrolled, divided by the number of days the schools are in session. See 
Minnesota House Research Department, Minnesota School Finance, 1998, 13. For 2000 and later, 
districts must use “adjusted marginal cost pupil units” which are equal to the sum of 0.9 times the 
pupil units for the current school year and 0. 1 times the pupil units for the previous school year. 
Minn. Stat. §126C.05, subd. 5. 

5 Minn. Stat. § 1 26C.05, subd. 1 . 
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For each district, the shares of general education revenue that come from state aid 
and local property taxes depend on the district’s property tax base. Districts with 
lower property tax bases, and thus lower tax capacity, receive a larger share of 
their general education revenue from state aid and a smaller share from local 
property taxes than districts with higher tax capacity. 

In addition to general education revenue and categorical state aid, a district can 
raise funding for operations through an excess levy referendum. This allows the 
voters of a school district to increase their property taxes in order to provide 
additional funding for their district. However, for many districts, there is a cap on 
a district’s referendum revenue per student equal to the greater of (1) the district’s 
1994 referendum revenue per student, or (2) 25 percent of the formula allowance 
less $300. 6 As a result, districts that did not have referendum revenue in 1994 or 
had a small amount of referendum revenue may be subject to a lower cap than 
some districts that had an excess levy in effect in 1994. 

The state provides a portion of the revenue approved through a district’s levy 
referendum. This aid is called referendum revenue equalization aid. Similar to 
general education revenue, the portion of referendum revenue provided by the 
state depends on a district’s property tax base. However, the state will equalize 
referendum revenue only up to a maximum of $350 per pupil in 2000. 7 

School districts finance capital projects in several different ways. Ongoing capital 
needs such as maintenance, repairs, and equipment are typically financed out of 
the general fund using operating capital revenue. The amount of operating capital 
revenue received by a district depends on its enrollment and the age of its 
buildings. Because operating capital revenue is one of the components of general 
education revenue, the shares of this revenue coming from state aid and local 
property taxes depend on the size of a district’s property tax base. Operating 
capital revenue must be used for specified capital purposes and not general 
operating expenditures. However, other general fund monies may be used for 
capital purposes to supplement operating capital revenue. 

Major building construction and remodeling projects are usually initially financed 
through the sale of bonds, although capital loans are sometimes used instead. 

Most projects costing more than $400,000 must be reviewed by CFL. A project 
receiving a favorable review must then be approved by a majority of voters in a 
local referendum. A project receiving an unfavorable review must be approved by 
60 percent of voters if a school district wishes to proceed with the project. 8 The 
debt service on bonds issued for major capital projects is primarily financed 
through local taxes, which pay for 7 1 percent of debt service costs. State aid 
provides about 20 percent of the funding for school district debt service. 9 



6 Minn. Slat. § 126C. 1 7, subd. 2. Districts that qualify for sparsity revenue are not subject to the 
cap. Effective in 200 1 , the cap will be the greater of the district’s 1 994 referendum revenue per stu- 
dent, or 25 percent of the formula allowance. 

7 Minn. Stat. §126C.17, subd. 5. 

8 If CFL issues a negative review on a project, then the project cannot proceed. 

9 For more details on state aid and local levies that finance school district capital projects, see 

O Minnesota House Research Department, Minnesota School Finance, 1 998, 40-49. 
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General Fund 

From 1989 to 1998, the general fund revenues of Minnesota school districts 
increased 75 percent from approximately $3.2 billion to $5.6 billion. 10 State aid 
received by the general funds of school districts rose 73 percent, from $1.9 billion 
to $3.2 billion. Local tax revenue grew from $1.1 billion to nearly $ 1 .9 billion - 
an increase of 64 percent. 

While these increases appear significant, it is important to recognize that some of 
the growth in revenues was used to meet the needs of a growing student 
population. Some of the revenue increase was also necessary to meet increased 
costs due to inflation. When adjusted for these factors, the growth in revenue 
appears more modest. In particular: 

* Inflation-adjusted general fund revenues per student increased close 
to 16 percent between 1989 and 1998. 

Figure 2.1 illustrates the inflation-adjusted growth in revenues. During this 
period, general fund revenues per student grew from about $5,800 to almost 
$6,700.“ All major categories of revenue increased between 1989 and 1998, 
although as Table 2.1 shows, some increased more than others. State aid 



General fund 
revenues per 
student grew 
modestly during 
the 1990s. 



Figure 2.1: General Fund Revenues per Student by 
Source, 1989-98 
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SOURCE: Office of the Legislative Auditors analysis of Children, Families & Learning data. 




10 Unless otherwise noted, calculations involving the general fund include the pupil transportation 
and capital expenditure funds that were folded into the general fund beginning in fiscal year 1997. 

11 Throughout this report, we used the Consumer Price Index for Wage Earners (CPI-W) to adjust 
for inflation. 
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Table 2.1: General Fund Revenue Growth, 1989-98 

Revenues per 





Student 

1989 


(1998$) 

1998 


Percentage 

Chanae 


General State Aid 


$2,864 


$3,131 


9% 


Categorical State Aid 


464 


668 


44 


State Subtotal 


3,328 


3,799 


14 


Local Referendum Levies 


240 


292 


22 


Other Local Property Taxes 


1,787 


1,906 


7 


Other Local Sources 


224 


431 


22 


Local Subtotal 


2,251 


2,628 


17 


Direct Federal Aid 


19 


19 


2 


Federal Pass-Through Aid 


141 


202 


42 


Federal Subtotal 


160 


221 


38 


Miscellaneous 


50 


46 


-7 


Total 


$5,789 


$6,694 


16% 



SOURCE: Office of the Legislative Auditor’s analysis of Children, Families & Learning data. 



increased 14 percent while local property tax revenue rose only 8 percent. The 
growth in local tax revenue consists of a 22 percent increase in local referendum 
levies and a 7 percent increase in other local property tax revenue. Federal aid, 
which provides only about 3 percent of general fund revenue to school districts, 
grew 38 percent. Other local sources of revenue nearly doubled and was the 
fastest growing major revenue category. This category, which accounted for only 
6 percent of general fund revenues in 1998, includes tuition received by school 
districts from other districts, fees, event revenues, interest earnings, rent, and gifts. 

There are a number of other revenue trends worth noting. First: 

* Most of the growth in general fund revenues during the 1990s 
occurred after 1993. 

Figure 2. 1 shows that revenue growth from 1989 to 1993 was quite modest. The 
growth in revenues per student over those four years totaled less than 3 percent. 
Revenue growth was relatively modest due to the recession experienced during the 
early 1990s in Minnesota and elsewhere and the reluctance of state policy makers 
to provide additional aid during a state budget crunch. The share of revenues 
provided by state aid declined from 57 percent in 1989 to 5 1 percent in 1993. By 
1998, the state’s share of general fund revenue was once again close to 57 percent. 

Second: 

* Available evidence suggests that some of the growth in revenues has 
been for mandated or restricted purposes. 

Table 2.1 shows that categorical state aid appropriated for specific purposes such 
as special education has increased much faster than general purpose state aid. 
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About 43 percent of the growth in state aid can be attributed to the growth in 
categorical aids. 

In addition, the Legislature has targeted an increasing portion of general purpose 
state aid for specific purposes such as elementary class size reduction, basic skills 
improvement, and technology. Available data from CFL show that about 
three-fourths of the growth in general education revenue per student between 1 992 
and 1998 was accounted for by the increase in funds targeted to specific purposes 
such as those listed above. 

However, it is unclear whether general education revenue has become more or less 
restricted in its use. Be ginnin g in 1997, the Legislature also provided districts 
with greater flexibility in using transportation revenues. This category of revenues 
moved from being restricted to only transportation uses to being available for any 
activity financed out of the general fund. If one considers this increased 
flexibility, then the restricted portion of general fund revenues decreased between 
1992 and 1998. Many school district administrators would dispute whether the 
removal of restrictions on transportation funding has provided them much 
increased flexibility. They say that they have little room to find economies in the 
operation of bus routes. 

Finally: 

* Referendum revenue has grown significantly in its importance to 

school districts, although statewide it accounted for less than 7 percent 
of general fund revenues in 1998. 

From 1989 to 1998, the percentage of school districts with a referendum levy 
increased from 55 to 80 percent. Statewide, the amount of revenue raised from 
local referendum levies and referendum equalization state aid increased 87 
percent in inflation-adjusted dollars, from $240 per student to $448 per student. 
The share of general fond revenues provided by referendum revenue increased 
from 4. 1 percent to 6.7 percent dining this time period. 

Much of the growth in referendum revenue occurred during the early 1990s when 
overall revenue growth was relatively low. Referendum revenue per student 
increased 74 percent between 1989 and 1994 but only 7 percent between 1994 and 
1998. The introduction of state referendum equalization aid in 1994 does not 
appear to explain the large growth in referendum revenue between 1989 and 1994. 
Over three-fourths of the growth was due to an increase in local property tax 
levies. Between 1994 and 1998, it appears that growth in state aid was 
responsible for the increase in referendum revenue. During that period, 
referendum aid per student increased 296 percent, while referendum property tax 
levies per student declined 23 percent. 

Other Funds 

As Table 2.2 shows, revenues for funds other than the general fund also increased 
between 1989 and 1998. Inflation-adjusted revenues per student for the food 
service fund increased 13 percent. The two main sources of revenue for this 
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Table 2.2: Revenue Growth for Other Funds, 1989-98 

Revenue per 



Fund 


Student 

1989 


(1998 $) 
1998 


Percentage 

Chanae 


Food Service 


$242 


$273 


13% 


Community Service 


194 


284 


47 


Building Construction 


380 


749 


97 


Debt Service Fund 


265 


966 


265 


Debt Service Fund (Excluding Refinancings) 


263 


499 


90 


Trust and Agency Funds 


36 


101 


180 



SOURCE: Office of the Legislative Auditor’s analysis of Children, Families & Learning data. 



Revenues for 
major capital 
projects grew 
faster than 
general fund 
revenue. 



fund are food sales and federal aid, which in 1998 respectively accounted for 
57 percent and 39 percent of the fund’s revenues. Sales revenue per student 
increased 17 percent between 1989 and 1998, while federal aid per student was up 
13 percent. 

Revenues per student for the community service fund increased 47 percent 
between 1989 and 1998. The main sources of revenue for the community service 
fund include fees and other local nontax revenues, state aid, and local taxes. In 
1998, local sources accounted for about two-thirds of this fund’s revenue 
statewide, while state aid provided 28 percent. From 1989 to 1998, local nontax 
revenues per student rose 74 percent, while local tax revenue and state aid per 
student grew 36 percent and 22 percent respectively. 

Building construction revenues per student increased 97 percent during this 
period, reflecting the growth in construction activity due to increasing enrollment 
and the desire to update and upgrade facilities. Most of the revenue received by 
this fund consists of the proceeds from bonds issued or loans taken out by school 
districts. State aid and local taxes combined typically provide only about 1 or 2 
percent of the revenues deposited in the building construction fund. 

Between 1989 and 1998, debt service fund revenues per student increased 265 
percent. However, much of this increase was due to increased bond refinancing 
activity. If that activity is excluded, then debt service fund revenues increased 90 
percent, mirroring the general increase in construction activity reflected in 
building construction fund revenues. Other than revenues from refinancing, the 
main sources of revenue for the debt service fund are local taxes and state aid, 
which accounted in 1998 for 71 percent and 20 percent, respectively, of remaining 
debt service fund revenues. From 1989 to 1998, local tax revenues per student 
grew 96 percent, while state aid per student increased 55 percent. 



ERIC 



40 



FINANCIAL TRENDS 



29 



EXPENDITURES 



General Fund 



Between 1989 and 1998, general fund expenditures of Minnesota school districts 
grew 63 percent, increasing from $3.3 billion to $5.4 billion. However, some of 
the growth in expenditures can be attributed to increased enrollment and inflation. 
When adjusted for enrollment changes and inflation, spending appears to have 
grown modestly. In fact: 

* Inflation-adjusted general fund expenditures per student increased 
9 percent between 1989 and 1998. 



Figure 2.2 shows the inflation-adjusted growth in spending. General fund 
expenditures per student grew from almost $5,900 to more than $6,400. 12 As 
Table 2.3 shows, some types of expenditures grew fester than others. Direct 
expenditures on employees increased less than the average rate of increase for 
general fund expenditures. Salary expenditures, which account for more than 
60 percent of general fund spending, grew only 5 percent when measured on a per 



Figure 2.2: General Fund Expenditures per Student by 
Object of Expenditure, 1989-98 
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SOURCE: Office of the Legislative Auditors analysis of Children, Families & Learning data. 



1998 Dollars 





72 We used average daily membership (ADM) served by public school districts to calculate spend- 
ing per student. It could be argued that some of the growth in spending from 1989 to 1998 occurred 
because an increasing share of Minnesota’s K-12 enrollment was in grades 7-12 and secondary edu- 
cation is generally more costly than elementary education. Weighting average daily membership in 
a manner similar to that used in distributing state aid to school districts does not affect the results 
much. Between 1989 and 1998, general fund spending per weighted ADM increased about 8 per- 
cent. 
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Table 2.3: General Fund Expenditures per Student (in 
1998 Dollars) by Object of Expenditure, 1989-98 



Salaries 


1989 


1998 


Percentage 

Chanae 


$3,709 


$3,912 


5% 


Fringe Benefits 


851 


929 


9 


Purchased Services 


670 


870 


30 


Supplies and Materials 


300 


278 


-7 


Capital Outlay 


279 


378 


35 


Other 


76 


60 


-2Q 


Total 


$5,885 


$6,425 


9% 



Spending on 
capital outlay 
and purchased 
services grew 
faster than 
payroll 
expenditures. 



SOURCE: Office of the Legislative Auditor’s analysis of Children, Families & Learning data. 



student basis. Fringe benefit expenditures, which represent 14 percent of 
spending, increased 9 percent per student. Spending per student on employee 
benefits such as health care, dental insurance, life insurance, and long-term 
disability rose 49 percent between 1989 and 1998, and Social Security and 
Medicare costs increased 1 7 percent. However, a 20 percent reduction in district 
spending for employee pension contributions helped to moderate the growth in 
fringe benefit spending. 13 

The fastest growing types of expenditures were capital outlay and purchased 
services, which rose 35 percent and 30 percent respectively. Spending per student 
on supplies and materials declined 7 percent. Some of the growth in capital outlay 
was probably due to increased purchases of computers, telecommunications 
equipment, and other advanced technology equipment. However, changes in the 
accounting system during the 1990s prevent us from determining the sources of 
the increase and their approximate size. 

The trend in spending generally reflected the trend in revenues. Namely: 

• There was modest growth in general fund spending between 1989 and 
1998, and most of it occurred during the latter part of this period. 

From 1989 through 1994, inflation-adjusted spending per student was nearly 
constant and varied less than 1 percent from 1989 spending per student. Almost 
all of the growth in spending per student occurred after 1994, and nearly all of the 
growth in salary expenditures per student occurred in 1997 and 1998. 

The trend in expenditures can also be examined at the program level, although 
some caution is needed in interpreting the results due to changes in how school 
districts have categorized expenditures during the 1990s. Table 2.4 shows that: 

• The fastest growing programs have been instructional support, special 
education, and regular instruction. 
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13 Growth in health care insurance costs appear to be responsible for most of the growth in fringe 
benefit expenditures. 
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Table 2.4: General Fund Operating Expenditures per 
Student (in 1998 Dollars) by Program, 1989-98 







- A . . 

1989 


1998 


Percentage 

Chanae 




Regular Instruction 


$2,541 


$3,022 


19% 


Much of the 


Special Education 


748 


934 


25 


Operations and Maintenance 


511 


536 


5 


spending growth 


Pupil Support 


503 


550 


9 


went into 


District Administration and Support 


495 


533 


8 


instruction and 


Instructional Support 


218 


311 


43 


instructional 


Vocational Education 


131 


129 


-2 


support. 


Other 


460 


33 


dJ3 




Total" 


$5,606 


$6,047 


8% 



'Operating expenditures exclude capital outlay expenditures. 

SOURCE: Office of the Legislative Auditor’s analysis of Children, Families & Learning data. 



Operating expenditures per student for instructional support grew 43 percent from 
1989 to 1998 in inflation-adjusted dollars, while spending per student on regular 
instruction grew 19 percent. Regular instruction, which accounted for nearly half 
of all operating expenditures in 1998, includes all spending on elementary and 
secondary classroom instruction except spending for vocational instruction or 
special education. Instructional support includes expenditures for activities that 
help teachers provide instruction. It specifically includes curriculum 
development, libraries, media centers, audio visual support, computer assisted 
instruction, and assistant principals. 

-Special education also experienced significant growth. From 1989 to 1998, 
inflation-adjusted spending per student on special education grew 25 percent. 

More than 40 percent of the growth in special education spending can be 
attributed to increased spending on students with emotional/behavioral disorders 
(EBD). The number of EBD students rose 65 percent between 1989 and 1998, 
with most of the increase occurring before 1996. The growth in programs for 
preschool handicapped children, rising transportation expenditures for children 
needing specialized transportation, and increased spending on support services 
such as those provided by social workers and psychologists account for another 40 
percent of the growth in special education spending. 14 

The data in Table 2.4 should not be interpreted too precisely because of changes 
some school districts made in how they categorized fringe benefit spending. In 
1989, a significant number of school districts placed all fringe benefits in the 
“other” program category rather than allocating them to each of the program 
categories as was the practice of most districts. By 1998, this misclassification of 




14 Minnesota schools have also experienced significant growth in the numbers of autistic and other 
health impaired students, which increased almost 647 percent and 1,097 percent, respectively, be- 
tween 1989 and 1998. Despite this huge growth, services for these students accounted for only 
about 8 percent of the growth in special education spending over this period. 
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fringe benefits was no longer a problem. If we could properly allocate all 1989 
fringe benefits to the proper program categories, it would probably not change our 
conclusions about which program categories were the fastest growing. However, 
it might lower the growth rate for each category shown in Table 2.4 by 4 to 8 
percentage points. 

Other Funds 



Spending from most other funds increased at least as fast as spending from the 
general fund. As Table 2.5 shows, inflation-adjusted spending per student 
increased 9 percent in the food service fund - the same rate of increase 
experienced by the general fund. Community service fund spending per student 
grew 46 percent. Reflecting enrollment growth and the upgrading and remodeling 
of existing facilities, spending per student in the building construction fund and 
debt service fund rose 1 13 percent and 167 percent respectively. 15 Only spending 
from the trust and agency fluids declined, but these funds represent less than 1 
percent of all spending by school districts. 



General fund 
spending grew 
slower than 
spending from 
most other funds. 



Table 2.5: Expenditure Growth by Fund, 1989-98 



Expenditures Der 


Student (1998 Dollars) 


Percentage 

Chanae 


Fund 


1989 


1998 


General 


$5,885 


$6,425 


9% 


Food Service 


248 


272 


9 


Community Service 


190 


278 


46 


Building Construction 


357 


762 


113 


Debt Service 


249 


666 


167 


Trust and Agency 


34 


27 


-21 



SOURCE: Office of the Legislative Auditor’s analysis of Children, Families & Learning data. 



FUND BALANCES 



Fund balances at the end of a fiscal year, particularly balances in the general fund 
and other operating funds, are often used to assess a school district’s financial 
health. A fund balance is the difference between a fund’s assets and its liabilities. 
Assets include cash and investments, accounts receivable, and the value of 
inventories of certain items. The value of capital assets such as buildings, 
facilities, land, and equipment are not counted as assets for the purpose of 
computing school district fund balances. Liabilities include short-term debt and 
accounts payable. 16 




15 Refinancing of previously issued bonds was also responsible for some of the growth in debt ser- 
vice fund spending. 

16 Some items such as property taxes receivable in a future year appear as both an asset and a liabil- 
ity and tend to cancel each other out. 
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Revenue growth 
permitted school 
districts to 
increase their 
fund balances 
between 1989 
and 1998. 



In this section, we examine a number of different ways that fund balances and 
other finan cial indicators can be used to assess a district’s financial health. The 
focus in this section is, however, on statewide trends rather than trends for 
individual school districts. As we will see, fund balance trends are similar to 
those for revenues and expenditures. 

Fund Balances per Student 

One way of measuring statewide trends in fund balances is to calculate 
inflation-adjusted fund balances per student. Table 2.6 shows that, on a statewide 
basis: 



• Inflation-adjusted total fund balances per student increased 
significantly for all funds between 1989 and 1998. 

Total fund balances in the general fund increased 58 percent, from $537 per 
student in 1989 to $850 per student in 1998. Fund balances per student in the 
food service fund more than doubled and community service fund balances 
increased 35 percent. Balances in the nonoperating funds also increased 
significantly. These results are consistent with revenue and expenditure trends 
that show revenues have increased faster than expenditures in most funds. 

Because state accounting regulations require school districts to reserve or 
designate portions of their total fund balances for certain types of future spending, 
it is also useful to examine how the unreserved and undesignated portions of then- 
total fund balances have changed. Table 2.6 shows that the 
unreserved/undesignated fund balances have grown during the 1990s for all but 
one of the funds. Unreserved/undesignated balances per student in the general 
fund increased 33 percent, from $405 in 1989 to $537 in 1998, while 
unreserved/undesignated balances for the food service fund and all nonoperating 



Table 2.6: Total and Unreserved Fund Balances (in 



1998 Dollars) per Student by Fund, 

1989 1322 


1989-98 

Percentage Ch 
1998 1989^92 


Total Fund Balances 


General 


$537 


$423 


$850 


58 % 


Food Service 


14 


28 


31 


119 


Community Service 


43 


49 


58 


35 


Building Construction 


429 


614 


793 


85 


Debt Service 


139 


426 


897 


543 


Trust and Agency 


18 


31 


37 


105 


Unreserved/Undesignated Fund Balances 


General 


$405 


$212 


$537 


33 % 


Food Service 


14 


27 


30 


115 


Community Service 


42 


48 


9 


-80 


Building Construction 


194 


334 


693 


258 


Debt Service 


139 


426 


361 


159 


Trust and Agency 


15 


29 


36 


140 



SOURCE: Office of the Legislative Auditor’s analysis of Children. Families & Learning data. 



34 



SCHOOL DISTRICT FINANCES 



The growth 
in general 
fund balances 
occurred after 
1993 . 



9 




funds more than doubled. The only exception to this general trend was the 
community service fund. Unreserved/undesignated fund balances in this fund 
declined 80 percent even though total fund balances increased 35 percent. This 
anomaly is due to a change in accounting practices that resulted in most of the 
balances in the community service fund being reserved for future spending on 
community service activities. 

Table 2.6 also shows that: 

* Fund balances for the general fund declined from 1989 to 1993 before 
increasing sharply by 1998. 

Between 1989 and 1993, total fund balances per student declined 21 percent in the 
general fund while unreserved/undesignated fund balances in the general fund fell 
48 percent. However, from 1993 to 1998, total balances per student grew 101 
percent and unreserved/undesignated balances rose 153 percent. These trends, 
along with the trends in revenues and expenditures observed earlier, suggest that 
the early 1990s was a period of worsening financial health for most Minnesota 
school districts. General fund spending declined slightly while fund balances 
declined significantly. Since 1993, the financial health of districts has been on the 
rise. Spending has increased modestly and fund balances have more than 
doubled. 

Fund Balances as a Percentage of 
Expenditures 

Another way of measuring the size of a district’s fund balance is to calculate the 
fund balance as a percentage of fund expenditures. This measure is particularly 
useful for operating funds because operating expenditures tend to change 
gradually. It is less useful for nonoperating funds like the building construction 
fund, which can experience dramatic changes in spending from year to year in a 
district. Figure 2.3 illustrates how total fund balances as a percentage of 
expenditures have changed for each of the operating funds. In particular: 

* Between 1989 and 1998, total fund balances for the general fund and 
the food service fund increased significantly as a percentage of fund 
expenditures. 

Total fund balances in the general fund increased from about 9 percent of fund 
expenditures in 1989 to 13 percent in 1998. Fund balances in the food service 
fund rose from less than 6 percent of fund expenditures to more than 1 1 percent. 
There was a slight decline for the community service fund, which had fund 
balances decrease from 22 percent of fund expenditures to about 21 percent. 

Figure 2.4 provides more detail on the change in fund balances for the general 
fund. It shows how both the reserved and unreserved portions of total fund 
balances have changed as a percentage of general fund expenditures. 
Unreserved/undesignated fund balances declined from 6.9 percent of expenditures 
in 1989 to 3.6 percent in 1993 but increased to 8.4 percent in 1998. The trend in 
the unreserved portion of fund balances is similar to the trend for the general 
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Figure 2.3: Total Fund Balances as a Percentage of 

Expenditures for the Operating Funds, 1989-98 



Percent 

25% -t 



20 % - 



15 % - 



10 % - 



5% - 



■ General Fund 

□ Food Service Fund 

□ Community Service 
Fund 



22.4% 



20.7% 




1989 1993 1998 

SOURCE: Office of the Legislative Auditor's analysis of Children, Families & Learning data. 



General fund 
balances as a 
percentage of 
expenditures 
also increased 
between 1989 
and 1998. 
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Figure 2.4: Reserved and Unreserved Fund Balances 
in the General Fund as a Percentage of Expenditures, 
1989-98 

Percent 

15 % -] 




1989 1992 1995 1 998 

SOURCE: Office of the Legislative Auditor's analysis of Children, Families & Learning data. 
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Smaller outstate 
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general fund 
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percentage of 
expenditures. 



fund’s total fund balances. However, the reserved portion of the fund balances has 
tended to increase throughout the 1990s. Reserved balances as a percentage of 
general fund expenditures increased from 2.3 percent in 1989 to 3.6 percent in 
1993 and 4.9 percent in 1998. In part, this relatively steady growth may reflect 
changes in the accounting system that have resulted in additional categories of 
fund balances being reserved for specified purposes. 

On average, unreserved/undesignated fund balances as a percentage of general 
fund expenditures are larger for outstate districts than districts in the Twin Cities 
metropolitan area. In addition, outside of the Twin Cities area, smaller districts 
tend to have larger fund balances. Figure 2.5 shows the differences in fund 
balances across the state. 
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Net Unappropriated Operating Fund 
Balance 

A third way of measuring school district financial health in Minnesota is through 
calculation of the net unappropriated operating fund balance (NUOFB). A school 
district’s NUOFB is defined by state law as the total fund balances in the general, 
food service, and community service funds less balances reserved for statutory 
operating debt reduction, bus purchase, severance pay, reemployment insurance, 
maintenance levy reduction, operating capital, disabled access, health and safety, 
encumbrances, and certain programs funded out of revenues from taconite 
companies. 17 In effect, the NUOFB includes the unreserved/undesignated fund 
balances in these three funds as well as the reserved or designated balances not 
listed above. 

The NUOFB is the primary measure CFL uses to track fund balances. Not only is 
the calculation of the NUOFB required in order for CFL to comply with laws 
governing the monitoring of districts in statutory operating debt, but it also 
provides a more comprehensive measure of operating fund balances by including 
other funds besides the general fund. In addition, it includes certain reserved fund 
balances that might be appropriately considered as available for general use. By 
law, the NUOFB is used to identify school districts that are in statutory operating 
debt and are thus required to submit a plan to CFL explaining how they will 
eliminate their deficit. Districts with a year-end negative fund balance exceeding 
2.5 percent of their annual operating expenditures are considered to be in statutory 
operating debt. 

Figure 2.6 shows how the NUOFB as a percentage of operating fund expenditures 
has changed over the last ten years. The trend for the NUOFB is similar to the 
trend for general fund balances shown in the previous figure. In particular: 

* Net unappropriated operating fund balances as a percentage of 
expenditures declined during the early 1990s but increased 
significantly by 1998. 

In 1989, the NUOFB was 6.6 percent of operating fund expenditures. By 1993, it 
had declined to 4.8 percent of expenditures. Since then, it has risen to 9.4 percent. 

Figure 2.7 shows how the number of districts in statutory operating debt changed 
between 1989 and 1998. At the end of 1989, 40 school districts were in statutory 
operating debt. The number increased to 54 by the end of 1 994 but dropped to 
only 10 by the end of 1998. Similar to the fund balance data presented above, 
Figure 2.7 indicates that the early 1990s was generally a period of worsening 
financial health and the period since then has been one of greatly improving 
financial health. 

Although a small number of districts have remained in statutory operating debt or 
had negative net unappropriated operating fund balances for a number of years, it 
should be noted that most districts typically do not remain in statutory operating 




17 Minn. Stat. §126C.01, subd. 11. 
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Figure 2.6: Net Unappropriated Operating Fund 
Balances as a Percentage of Operating Fund 
Expenditures, 1989-98 



Percent 




SOURCE: Office of the Legislative Auditor's analysis of Children, Families & Learning data. 



Figure 2.7: School Districts in Statutory Operating 
Debt, 1989-98 



Number of Districts 




SOURCE: Department of Children, Families & Learning, School District Profiles, 1997-98, 
(Roseville: 1999), 13. 
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during the 1990s. 



debt for long periods of time. They tend to get out of statutory operating debt by 
reducing expenditures or sometimes by consolidating with another district. 18 Nine 
of the 12 districts in statutory operating debt at the end of 1997 were out of 
statutory debt by the end of 1998. Two consolidated with other districts, four had 
positive fund balances at the end of 1998, and three had negative fund balances 
that were small enough to get them out of statutory operating debt. 19 

Other Financial Indicators 

There are two other indicators that CFL uses to track the financial health of school 
districts. One is the short-term debt ratio, a measure of a school district’s 
short-term indebtedness as a percentage of its available cash and-investments. 
Lower short-term debt ratios indicate better financial conditions than higher ratios. 
The second is the quick ratio, which is a district’s net cash and investments 
divided by its current payables. A higher quick ratio indicates better ability to 
meet short-term obligations than a lower quick ratio. 

Both of these indicators have shown improvement during the 1990s. 20 In 1991, the 
statewide short-term debt ratio was 49 percent. This ratio increased to 68 percent 
by 1993 indicating an increase in short-term debts relative to available cash and 
investments. However, by the end of 1998, the short-term debt ratio had declined 
significantly to 8 percent. The quick ratio declined from 2.1 in 1991 to 1.8 in 
1993 but increased to 3.2 by the end of 1998. The overall growth in the quick 
ratio signals an increase in available cash and investments relative to bills that are 
currently payable. 

Discussion 

Overall, significant improvement in fund balances and other financial indicators 
occurred between 1989 and 1998. We believe that the statewide average fund 
balances achieved in 1998 are at adequate levels, although fund balances may be 
inadequate for some districts and more than sufficient for others. 

It is difficult to say exactly what constitutes an adequate fund balance. Some 
school district administrators feel that, for the general fund, an 
unreserved/undesignated fund balance equal to 6 to 8 percent of fund expenditures 
is an adequate or better than adequate balance. However, administrators with 
whom we talked offered a wide variety of perspectives. Some were 
uncomfortable even with unrestricted balances exceeding 10 percent of 
expenditures, while others seemed comfortable — although not pleased — with 
relatively low or negative balances. 



18 On several occasions, the Legislature has also permitted districts with statutory operating debt to 
levy a property tax to help eliminate operating debts. 

19 Appendix A lists the districts in statutory operating debt at the end of 1997 and 1 998, as well as 
those projected to be in statutory operating debt at the end of 1 999. 

20 Data on the short-term debt ratio and the quick ratio were not available from CFL for 1989 and 
1990. Unlike CFL, we included the capital expenditure fund when calculating these ratios, since it 
later became part of the general fund. 
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It should be recognized that having a negative fund balance at the end of the year 
is not necessarily a death knell for a school district. It simply means that the 
district must do more short-term borrowing to pay its bills on time. The 
additional borrowing results in higher interest expenditures, which, in turn, reduce 
the amount of resources available for spending on educational programs. 

A fund balance that is negative and gets worse every year is a more severe 
problem, since a district would incur increasing interest costs and ultimately 
jeopardize its ability to offer adequate educational programs. Minnesota law is 
designed to ensure that districts with a negative net unappropriated operating fund 
balance of sufficient magnitude address these problems through good fiscal 
planning. 



DISTRICT VARIATION 



Throughout much of this chapter, we have discussed the statewide financial trends 
experienced by Minnesota school districts as a whole. It is important to 
recognize, however, that the trends experienced by individual school districts can 
vary significantly from the average statewide trends. For example, while general 
fund revenues per student increased 16 percent statewide from 1989 to 1998, 
inflation-adjusted revenue changes for individual school districts ranged from an 
81 percent increase to a 25 percent decrease. Ten percent of school districts 
experienced a decrease in revenues per student, while 22 percent of districts had 
an increase in excess of 20 percent. Similarly, while there was a significant 
statewide increase in net unappropriated operating fund balances per student, 
about one-third of the districts experienced a decline in the NUOFB per student. 
This was offset by another one-third of the districts in which the NUOFB per 
student more than doubled. 

The map in Figure 2.8 shows the percentage change in general fund revenues per 
student between 1989 and 1998. The map does not indicate a clear geographical 
pattern in revenue trends. In most parts of the state, there are districts with 
varying degrees of change in revenues over this time period. 21 

However, Table 2.7 provides more insight into the variation in financial trends 
during the 1990s by examining financial trends for school districts based on their 
location and enrollment. In particular, it shows that: 

* Districts that consolidated during the 1990s experienced above 
average increases in general fund revenue, spending, and fund 
balances per student. 

General fund revenue per student grew 25 percent in consolidated districts 
compared with 1 1 percent in all other districts. The average expenditure growth 
in consolidated districts was also more than twice the rate of growth in other 
districts. On average, net unappropriated operating fund balances per student rose 
70 percent in consolidated districts compared with 3 1 percent for other districts. 



21 Maps of the percentage change in expenditures per student and fund balances per student display 
a similar absence of a noticeable geographical pattern. 
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during the 1990s. 



Figure 2.8: Percentage Change in I nflation-Ad justed 
General Fund Revenues per Student, 1989-98 




SOURCE: Office of the Legislative Auditor’s analysis of Children, Families & Learning data. 
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It is not entirely clear why districts that consolidated during the 1 990s seem to 
have fared better than other districts. In part, this trend may be due to the 
additional funding consolidating districts receive from the Legislature. In 
addition, districts that consolidated may have received additional sparsity aid due 
to their consolidation. 

However, the amount of additional funding does not appear to explain the extent 
to which their revenues and expenditures have risen. Based on CFL data, we 
calculated that districts that consolidated had revenue growth of more than $600 
per student (in 1998 dollars) in excess of the 1 1 percent average growth that other 
districts experienced. Declining enrollment might provide an explanation for this 
trend. As we observed in Chapter 1, consolidated districts are more likely to have 
experienced declining enrollment than other districts of similar size. As 
enrollment in these districts decreased, they did not cut spending commensurate 
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Table 2.7: Financial Trends by Size and Location of School District, 
1989-98 





Average Change 


Average Change 


Median Change 




in General Fund 


in General Fund 


in Net Unappropriated 


Type of School District 


Revenue per 


Spending per 


Operating Fund Balance 


Student. 1989-98° 


Student. 1989-98° 


per Student. 1989-98‘ 


Consolidated Districts 1 * 


Outstate Minnesota, 2,000 or More Students 


11% 


15% 


94% 


Outstate Minnesota, 1 ,000 to 1 ,999 Students 


22 


19 


76 


Outstate Minnesota, 500 to 999 Students 


30 


20 


56 


Outstate Minnesota, Less Than 500 Students 


3Z 


32 


Z5 


All Consolidated Districts 


25% 


21% 


70% 


All Other Districts 


Minneapolis and St. Paul" 


21 


14 


393 


Twin Cities Area, 5,000 or More Students 


8 


7 


31 


Twin Cities Area, Less Than 5,000 Students 


6 


4 


40 


Outstate Minnesota, 2,000 or More Students 


11 


9 


27 


Outstate Minnesota, 1 ,000 to 1 ,999 Students 


10 


9 


48 


Outstate Minnesota, 500 to 999 Students 


10 


8 


62 


Outstate Minnesota, Less Than 500 Students 


14 


13 


12 


All Other Districts 


11% 


9% 


31% 


All Districts 

Minneapolis and St. Paul 


21 


14 


393 


Twin Cities Area, 5,000 or More Students 


8 


7 


31 


Twin Cities Area, Less Than 5,000 Students 


6 


4 


40 


Outstate Minnesota, 2,000 or More Students 


11 


9 


31 


Outstate Minnesota, 1 ,000 to 1 ,999 Students 


15 


13 


56 


Outstate Minnesota, 500 to 999 Students 


14 


10 


59 


Outstate Minnesota, Less Than 500 Students 


16 


15 


15 


All Districts 


13% 


11% 


35% 



■Revenues, expenditures, and fund balances were adjusted for inflation prior to calculating the percentage change between 1989 and 
1998. 

b Consolidated districts are districts that consolidated between 1989 and 1998. 

°The higher than average results for central city school districts are largely due to Minneapolis. St. Paul’s increases in revenues, spend- 
ing, and fund balances per student were 16 percent, 10 percent, and 7 percent respectively. 

SOURCE: Office of the Legislative Auditor’s analysis of Children, Families & Learning data. 



with the decline in enrollment. The result was an increase in spending per 
student. However, it is hard to reconcile this explanation with the higher growth 
in fund balances experienced by consolidated districts. 

Table 2.7 also indicates that, compared with other districts, large central city 
school districts (Minneapolis and St. Paul) and school districts in outstate 
Minnesota with enrollments of less than 500 students had above average increases 
in revenues and expenditures per student. Meanwhile, other Twin Cities 
metropolitan area school districts, particularly those with lower enrollments, had 
below average increases. Increases in the NUOFB per student were above average 
in the central city school districts, small Twin Cities area districts, and outstate 
Minnesota school districts with enrollments between 500 and 1,999 students. 
Districts in outstate Minnesota with enrollments under 500 had the smallest 
median increase in fund balances per student, although their fund balances were 
well above the statewide average at the beginning and end of the 10-year period. 
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It should be noted that the Minneapolis and St. Paul school districts experienced 
significantly different trends. In Minneapolis, revenues per student increased 27 
percent from 1989 to 1998, while revenues in St. Paul were up 16 percent. 
Expenditures per student grew 19 percent in Minneapolis compared with 10 
percent in St. Paul. The NUOFB per student rose 779 percent in Minneapolis but 
only 7 percent in St. Paul. 

Overall, the St. Paul school district’s experience was much closer to statewide 
averages for revenues and expenditures and well below the average statewide 
growth in fund balances. The larger figures for Minneapolis are due in part to 
some special circumstances. Between 1989 and 1998, Minneapolis voters 
approved an operating referendum levy. Without revenues related to that action, 
the Minneapolis school.district’s increase in revenues per student would have been 
18 percent - a figure close to that for St. Paul. Furthermore, one of the reasons for 
Minneapolis’ very large percentage growth in fund balances per student is that 
Minneapolis had a very low fund balance in 1989 and was still paying off 
statutory operating debts incurred prior to 1977. 



SUMMARY 



Since 1993, the 
financial health 
of school districts 
has improved. 




Through 1998, the 1990s have seen improvement in the financial health of 
Minnesota’s public school districts. General fund revenues per student increased 
16 percent in inflation-adjusted dollars from 1989 to 1998 permitting a modest 9 
percent growth in general fund expenditures per student and a more than 50 
percent improvement in total year-end fund balances per student. The number of 
school districts in statutory operating debt declined from 40 in 1989 to 10 in 1998. 
In our opinion, the statewide level of fund balances was adequate or better at the 
end of 1998, although not all school districts had adequate fund balances. 

The improvement in overall financial health has largely come since 1993. 

Between 1989 and 1993, general fund expenditures remained relatively constant. 
In addition, total year-end fund balances per student (in 1998 dollars) declined by 
21 percent in the general fund. However, from 1993 to 1998, inflation-adjusted 
expenditures per student increased 9 percent, and inflation-adjusted fund balances 
per student doubled. 

From 1989 to 1998, payroll expenditures increased at a slower rate than overall 
expenditures. Salary expenditures per student increased only 5 percent compared 
with the overall spending increase of 9 percent. Fringe benefit expenditures, 
despite a substantial increase in the cost of employee health care coverage, 
increased only 9 percent. Lower public pension contributions by school districts 
helped to keep down the growth in fringe benefit expenditures. 

Much of the growth in operating expenditures appears to have been used for 
instruction and related activities. The fastest growing programs in K-12 education 
during the 1990s were instructional support, special education, and regular 
instruction. School district spending on community education programs also grew 
significantly, but these programs serve community members of all ages and much 
of their growth was financed from local sources. 
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Capital expenditures increased much faster than operating expenditures during the 
1990s. Within the general fund, capital outlay spending per student grew 35 
percent from 1989 to 1998. Expenditures from both the building construction 
fund and the debt service fund more than doubled. Among the factors responsible 
for the growth in capital spending are the need to accommodate growing 
enrollments in many districts, preventive maintenance needs, the perceived need 
to upgrade and modernize older school facilities, and the purchase of computers. 
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